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E.O. 11652: NA 

TAGS: EFIN, ECON, GW, OVIP(VANCE, CYRUS P.) 

(SCHMIDT, HELMUT) 

SUB J : AMERICAN TREATMENT OF BERLIN TAX INCENTIVES 

1 . DURING HIS VISIT WITH CHANCELLOR SCHMIDT ON 
MARCH 31, ACTING STATE SECRETARY VAN WELL MENTIONED 
TO THE SECRETARY THE FACT THAT AMERICAN COMPANIES 
INVESTING IN BERLIN WERE NOT ABLE TO TAKE ADVANTAGE 
OF THE TAX INCENTIVES OWING TO THE TREATMENT OF SUCH 
INCOME BY US TAX AUTHORITIES. 

2. AS PROMISED THE SECRETARY, I LOOKED INTO THE 
MATTER AND FIND THAT, AS WE UNDERSTAND IT, INVEST- 
MENTS BY AMERICAN FIRMS IN BERLIN DO HAVE A TAX 
ADVANTAGE OVER SIMILAR INVESTMENTS IN THE FRG, BUT 
THIS ADVANTAGE IS SOMEWHAT SMALLER THAN THE GERMAN 
BERLIN TAX INCENTIVE. THERE ARE A LARGE NUMBER OF 
GERMAN TAX AND OTHER INCENTIVES FOR INVESTMENT IN 
BERLIN (FOR DESCRIPTION SEE US MISSION BERLIN S 

A-81 OF MAY 18, 1976). MOST OF THESE, SUCH AS THE 
TURNOVER TAX REBATE, SPECIAL DEPRECIATION ALLOWANCES, 
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INVESTMENT SUBSIDIES, APPLY EQUALLY TO GERMAN FIRMS 
AND AMERICAN DAUGHTER COMPANIES. 

3. IN ADDITION, FIRMS DOMICILED OR PRODUCING IN 

BERLIN ARE GRANTED A REDUCTION IN THE GERMAN CORPORATE 
INCOME TAX OF 20 PERCENT OF THIS TAX PLUS 3.2 PERCENT 
OF THE INCOME DERIVED IN BERLIN. IF A US DAUGHTER 
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COMPANY LOCATED IN BERLIN REPATRIATES ITS 
EARNINGS TO THE US, THE INCOME IS, HOWEVER, SUBJECT 
TO THE FULL US CORPORATE INCOME TAX, WITH A CREDIT 
GIVEN FOR GERMAN TAXES PREVIOUSLY PAID. SINCE A US 
COMPANY IN BERLIN PAYS LESS GERMAN TAXES THAN IN THE 
FEDERAL REPUBLIC, THE US DAUGHTER COMPANY LOCATED 
IN BERLIN EARNS A LESSER TAX CREDIT THAN A US 
DAUGHTER COMPANY LOCATED IN THE FEDERAL REPUBLIC. 

4. UNDER THE NEW GERMAN CORPORATE INCOME TAX LAW, 
WHICH CAME INTO FORCE THIS YEAR, OUR CALCULATIONS 
SHOW THAT US CORPORATE INCOME TAX FROM INCOME 
REPATRIATED BY US DAUGHTER COMPANIES FROM BERLIN 
LOSES SOME BUT NOT ALL OF THE TAX ADVANTAGES GIVEN 
TO EARNINGS IN BERLIN. WITHOUT THE US CORPORATE 
INCOME TAX, THE BERLIN ADVANTAGE WOULD 
AMOUNT TO DM 6.- FOR EACH DM 100.- OF TAXABLE 
EARNINGS. BECAUSE OF THE US CORPORATE INCOME TAX, 
THE BERLIN ADVANTAGE WOULD BE REDUCED TO DM 4.~ 

FOR EACH DM 100.- OF TAXABLE EARNINGS, A REDUCTION 
OF ONE-THIRD IN TAX ADVANTAGE FOR HAVING INVESTED 
IN BERLIN. 

5. IT IS MY UNDERSTANDING THAT IT WOULD REQUIRE 
LEGISLATION BY THE US TO REMOVE THIS DISPARITY, WHICH, 
TO OUR KNOWLEDGE, UP TO NOW HAS BEEN RESISTED ON 
THE US SIDE. 

STOESSEL 
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